The strongest rates of business capital spending during the 1991-2001 expansion occurred toward its end. The accompanying chart shows this by plotting the Federal Reserve's measure of manufacturing capacity and real GDP since 1955. Economic theory says that growth of output (real GDP) will be commensurate with the growth of capital inputs and, by extension, capacity. From the first quarter of 1955 to the first quarter of 1994, growth of manufacturing capacity (3.4 percent per year) was nearly identical to the growth of real GDP (3.3 percent per year). Since 1994, however, growth of manufacturing capacity (4.7 percent) has far outstripped growth of real GDP (3.1 percent).
It is possible that the sharp declines in the prices of capital goods (particularly high-tech goods) in recent years have become more or less permanent, inducing firms to permanently alter the mix of their capital-labor inputs. If so, there might not be much of an overhang. But if an overhang does exist, we would expect to see relatively slow growth of real BFI until growth in output can create demand for capital beyond the stock already in place.
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